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Executive summary
In this report, it includes that:
· identify the competitive strategy adopted by Starbucks
· find an example of they accomplished this strategy
· evaluate the competitive strategy adopted by Starbucks critically (advantages and limitations)
· give some suggestions to improve performance of Starbucks, based on the findings
This report’s information was collected from the official website of Starbucks, text books, related literatures. 

In this report, Starbucks uses differentiation and diversification strategy. Starbucks use these strategies by investing in corporate social responsibility, focusing on brand perception and investing in R&D.

Advantages of differentiation strategy:
Starbucks can charge a premium for its product and services.When Starbucks creates a new product what customers believe it is unique, there is no perceived substitute in the market.Starbucks continue to provide quality or value to consumers, to maintain customer loyalty.

Limitations of different strategy:
Starbucks may not have enough customer demand to offset its higher cost, which may lead to losses. Starbucks’s competitor might try to imitation and it is cheaper than Starbucks’s.

And Starbucks can gain advantages and limitation of diversification strategy
It can help Starbucks to increase its sales and revenues. At the same time, it also gains limitations of different strategy. It must bear the risk.














[bookmark: _Toc498495787]1.0 Introduction
[bookmark: _Toc498495788]1.1Backgrounds of Starbucks
Starbucks was founded in 1971.It is the one of the most popular coffee retailer, roaster and brand owner in the world. Products of Starbucks includes the top 30 coffee beans in the world, handmade coffee drinks, a variety of coffee drinks, delicious cakes, a lot kind of coffee machine, coffee cup and so on. In addition, Starbucks has many partners, for example, Apple Company, Kraft Foods, Arizona State University, and PepsiCo and so on. At now, Starbucks operates more than 13,000 stores in 39 countries in the world and Starbucks has over 145,000 employees in the world. (Starbucks, 2017)
[bookmark: _Toc498495789]1.2 Objectives
Objective means what it is they would like to achieve. In this report, it includes that:
· identify the competitive strategy adopted by Starbucks
· find an example of they accomplished this strategy
· evaluate the competitive strategy adopted by Starbucks critically (advantages and limitations)
· give some recommendations to improve performance of Starbucks, based on the findings
[bookmark: _Toc498495790]1.3 Strategy
Strategic management can be defined that on the basis of resources, develop and implement the main objectives and initiatives of the senior management of the company on behalf of the owners and assess the internal and external environment in which the organization competes. (Nag, Hambrick, 2007)

Strategy can be defined that "the determination of the basic long-term goals of an enterprise, and the adoption of courses of action and the allocation of resources necessary for carrying out these goals." (Chandler, 1962)

In the organization’s strategies, it includes three levels: corporate-level strategy, business-level strategy and operation strategies. Starbucks belongs to business-level strategy.
Business-level strategy focuses on how to satisfy customers’ demand, it provides products and services to meet their demand and increase their operating profits. Business strategy can be divided into two types: cost leadership and differentiation. (Porter 1985)
[bookmark: _Toc498495791]1.4 SWOT Analysis of Starbucks
SWOT analysis is a tool for understanding the strengths, weaknesses, opportunities and threats involved in a business. 

The following shows that SWOT of Starbucks;
· Strengths: strong international reputation and valuable brand, high quality products and services (free Wi-Fi), strong relationship with supplier.
· Weaknesses: too dependent on suppliers, the business might be affected by global health pandemics, high cost 
· Opportunities: expand the international operation of the plate, coffee market has great potential
· Threats: large number of competitor in specialty coffee beverage business can lead to low profitability, products are easy to imitate.
[bookmark: _Toc498495792]1.5 Competitive Advantage
In a business, a competitive advantage is ability to allow an organization to outperform its competitors. It defined that two ways in which an organization can take advantage of its competitive advantage: cost advantages and differentiation advantages. Cost advantage refers to when an enterprise offers the same products and services as its competitors but at a lower cost than its competitors. Differentiation advantage refers to when an enterprise as a competitor to provide better products and services. Porter thinks that it should focus on improving and maintaining a competitive advantage.  (Porter 1985)

Starbucks has a flexible business model; Starbucks specializes in flexible investment cooperation in different markets in the world. From the market to enter China's initial business model, and Chinese franchise mode of operation is a good way to avoid the market risk situation to the domestic market, consumer groups gradually stabilized, in order to control the quality of service better Starbucks, strive for greater profits, but stopped to join, recycling options, instead of direct business. (Starbucks 2017)
[bookmark: _Toc498495793]1.6 Porter’s Generic Strategies
It means that the strategy's goal is cost leadership, differentiation, or focus. The three Porter's generic strategies can be used in any business and company. Porter said that “a company must only choose one of the three or risk that the business would waste precious resources”.(Porter 1980) It describes the relationship between cost-minimization strategies, product differentiation strategies and Porter's market focus strategies. (Porter 2004)
[bookmark: _Toc498495794]2.0 Finding
Due to the fact that Starbucks uses the business-level strategy, Starbucks uses this strategy enter the market and compete with competitors such as Costa and Dunkin’Donuts. In this part, it will analysis differentiation strategy, corporate social responsibility, brand perception, research development, strengths and limitations of a differentiation strategy of Starbucks.
[bookmark: _Toc498495795]2.1 Differentiation Strategy
Differentiation strategy is that in order to make the products have obvious differences from competitors’ products formed a distinctive feature. The core of this strategy is to achieve a unique value to customers. The difference between enterprises to highlight their products and competitor products, there are four basic ways:
Differentiation strategy is that in order to let their own products and competitors have significant differences in the product, and it can form the obvious feature. The core is to be able to achieve the unique value for their customers. Differences between company highlight the difference between the products and their competitors' products.

When the company completes the product or service premium, each unit increases the income, or the consumer pay the products or the services (brand loyalty) in the company, it will realize the difference successfully.(Gamble, 2010)When a company uses differentiation strategy, the company can charge premium, customers can get more value because the company offers high quality products or services. So, the company will pay more attention on developing quality of their products, and differentiating them rather than lower costs.
[bookmark: _Toc498495796]2.2 Differentiation strategy of Starbucks
Starbucks products a variety of product types such as evolution fresh juices, frappuccino, hand-made coffee, and a lot of snacks by using differentiation strategy. It can help company to get customers' brand loyalty. And according to build the CSR with high quality, they can be differentiated. They also make a distinction between establishing high levels of CSR.
[bookmark: _Toc498495797]2.2.1 Corporate Social Responsibility (CSR)
The definition of corporate social responsibility is that:
“Corporate social responsibility is a form of corporate self-regulation integrated into a business model. CSR policy functions as a self-regulatory mechanism whereby a business monitors and ensures its active compliance with the spirit of the law, ethical standards and national or international norms.” (Rasche 2017)

The following shows that corporate social responsibility of Starbucks:
· In one of the Starbucks Reserve, in order to expand the ethical sourcing effort, they are working with producers at there. They are working hard with others. And they try their best to make coffee become the first sustainable agricultural product in the world. (Starbucks 2017)

· To support the key issues facing the coffee community, the Foundation of Starbucks works with local organizations where expertises to create sustainable solutions have. In 2014, the Starbucks Foundation has awarded "direct and indirect beneficiaries of support for small-farmer family origins of coffee and tea plantations to around 47,000 in 2020. We plan to reach 250,000 in 2020. (Starbucks 2017)
[bookmark: _Toc498495798]2.2.2 Brand perception
Brand perception can be defined that:
“Brand perceptions are shaped by the sum of all experiences customers have with your brand. In short, people buy when they believe in the value of what they are getting.” (Paul 2017)

For example, the brand of Starbucks suffered a blow as the company announced plans which according to Donald Trump's executive order, it is planned to employ 10,000 refugees within the next five years to prevent refugees from entering the United States.  As of the end of January 2017, the coffee giants' consumer perception dropped by two-thirds. Before the announcement of Starbucks, a lot (30%) of consumers think they also consider buying Starbucks in the next time, it was the highest percentage in nearly a year. Now, this ratio has dropped to 24%, many customers immediately support Starbucks in support of refugee operations, while others threatens to resist. "I've heard you've decided to hire 10,000 refugees instead of Americans and I will never buy anything in Starbucks ," it is a user of facebook application wrote at the Starbucks page at the end of January. (Yahoo finance 2017) So it shows that brand perception is very important for operating a business.
[bookmark: _Toc498495799]2.2.3 Research and development
R&D is the activity of companies to improve their existing products and processes or to develop new products and processes. As the market demand increases, Starbucks has to create new products to attract customers. 

R&D teams of Starbucks are responsible for the technical development of food and new equipment. The company spent approximately 6.5 million dollars, 7.2 million dollars and 7 million dollars respectively for technology research and development activities in fiscal 2009 and 2008 and fiscal 2007, as well as routine product testing and products and processes in the business area improve. 

Starbucks provides a variety of high quality products and services for their customers and try their best to create the unique customers experience for a long time. And Starbucks also provides working place and living accommodation where there is very warm and comfortable. At the same time, according to do various activities that reflect corporate social responsibility such as improving our living environment and reward employees and framer which shows that the company constantly contributes to the society. Due to the Starbucks’s unique corporate culture, Starbucks has been named Most Admired Company by Fortune Magazine. (Howard, 2003)
[bookmark: _Toc498495800]2.3 strengths of a differentiation strategy
[bookmark: _Toc498495801]2.3.1 Charge a premium
Starbucks can charge a premium for its product and services. Because of its highly developed and powerful corporate image, Starbucks is full of confidence. Because of the lack of substitutes or substitutes in the market, Starbucks can transfer higher supplier costs to customers at any time. And loyalty customers tracking help stabilize the company's revenue.
[bookmark: _Toc498495802]2.3.2 No perceived substitute
Product differentiation focuses on quality of product and design may lead to irreplaceable views on the market, and competitors may have similar products. Because customers believe that the product is unique, the business has gained an advantage in the market.
For example, Starbucks created a drinking type named frappuccino many years ago. At now, most customers also think frapuccino is the unique and only Starbucks has this product. 
[bookmark: _Toc498495803]2.3.3 Brand Loyalty
When Starbucks uses product differentiation strategy, it can successfully create brand loyalty among customers. The perceived quality and cost saving strategies to obtain the same market share can create consumer loyalty. Companies must provide with high quality or value to their customers in order to improve customer loyalty.
So Starbucks has created unique and high quality products to attract customers, thereby enhancing customer loyalty in recent years. If products does not improve or maintain their quality, customers might choose other competitors.
[bookmark: _Toc498495804]2.4 Limitations of a differentiation strategy
[bookmark: _Toc498495805]2.4.1 Risk
Starbucks uses differentiation strategy to create a new product, their competitor might try to imitation and it is cheaper than Starbucks’s. At that time, there are substitution and duplication. Many consumers believe that the product is equivalent to the market to provide alternative products, the price is low.
Starbucks created a new product named flat white two years ago. The product was launched two weeks later; Costa has also launched a similar product. It is a threat and a risk for Starbucks. So, when Starbucks creates a new product, it must bear the risk. 
[bookmark: _Toc498495806]2.4.2 Higher cost
Starbucks uses differentiation strategy, so it must worry about their competitors copy their new products. And, the implementation of differentiation strategy costs too much. It might spend several years to build a strong brand image for Starbucks. In the meantime, Starbucks faces the risk that consumers change their tastes. Starbucks may not have enough customers’ needs to offset its higher cost. It might lead to losses of Starbucks.
Whenever Starbucks created a new product, Starbucks needed to spend a lot of money investing in advertising on social application such as instagram and facebook. 
[bookmark: _Toc498495807]2.5 Diversification strategy
Diversification strategy can be defined that:
“Diversification is a corporate strategy to enter into a new market or industry in which the business doesn't currently operate, while also creating a new product for that new market. The business has no experience in the new market and does not know if the product is going to be successful.” (Ansoff, 1957)

Originally set up to provide premium coffee products, Starbucks continued to diversify its business in order to maintain its competitive edge. In addition to the coffee products offered, they also offer a wide range of beverages, from bottled water to soft drinks. In addition, Starbucks offers breakfasts such as sandwiches and cakes.
[bookmark: _Toc498495808]2.5.1 Advantages of diversification strategy
Increased Sales and Revenue:
When Starbucks occupies a large part of a market, it is difficult to improve profitability, because there is almost no room for new customers. Adding new products or services or entering a new market segment provides an exponential growth opportunity.
[bookmark: _Toc498495809]2.5.2 Limitation of diversification strategy
Risk of diversification:
When Starbucks creates their new products under the new market conditions, it neither produces the required expertise nor is it sold in these markets. In this case, they need to spend that money to gain any knowledge or information about both, and their current management may not be able to do that effectively, potentially making a potentially profitable project become a kind of resource, but this kind of resource has no reward. So it is a potential risk for Starbucks.






























[bookmark: _Toc498495810]3.0 Conclusion
Starbucks uses the differentiation strategy to gain a competitive successfully in the coffee market.

Starbucks used differentiation, it shows that:
Focus on their brand reputation to ensure that their clients view them in a positive way and ensure that customers know that products with high quality. Integrate corporate social responsibility into their brand value to ensure they get the best ingredients from their products to make them of high quality. Invest research and development to ensure the best products available to customers.

Starbucks gains advantages of differentiation strategy:
· Starbucks can charge a premium for its product and services.
· When Starbucks creates a new product what customers believe it is unique, there is no perceived substitute in the market.
· Starbucks continue to provide quality or value to consumers, to maintain customer loyalty.

And Starbucks also gain limitations of different strategy:
· Starbucks may not have enough customer demand to offset its higher cost, which may lead to losses.
· Starbucks’s competitor might try to imitation and it is cheaper than Starbucks’s.

And Starbucks can gain advantages and limitation of diversification strategy
It can help Starbucks to increase its sales and revenues. At the same time, it also gains limitations of different strategy. It must bear the risk.















[bookmark: _Toc498495811]4.0 Recommendations
· Starbucks should pay more attention to corporate social responsibility, increase efforts to promote coffee culture.

· Starbucks should create more unique drinks such as Frapuccino which it does not have in other shops to improve or maintain customer loyalty.

· Using diversification strategy to open up new market.
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